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KEY ECONOMIC INDICATORS 
millions of U.S. dollars unless noted) 


Domestic Economy 

Population (millions) 

Population growth rate (*) 

Real GDP growth (%) ‘ . ; 
GDP in current dollars eh yan 1a29. 
GDP Per Capita ($) ‘ 168.2 170. 
Consumer Price Index (% change) 10.5 14. 
Fiscal Deficit as % of GDP : 10.6 igs 


Production and Employment 

Paid employment (1,000s) 

Outside workers (1,000s)*** 

Manufacturing production 
(1970 = 100) 


Balance of Payments 

Exports (f.0.b.) 342.7 

imports (e.1.f.) 319.2 

Trade balance 

Current-account balance 

Foreign debt (year end) (SDR) 

Debt-service paid (SDR) 

Debt-service owed 

Debt-service ratio as %* of 

merchandise exports 

Foreign exchange reserves (Dec 31) 

Average exchange rate for year 
(MK = U.S. 1.00 Dol) 


. ~ Malawi Trade and Investment 
- exports to Malawi (F.A.S.) 

- imports from Malawi (C.I.F.) 
de balance 

. foreign direct investment 
position 


E 


U 
U 
U 
T 
U 


Ss 
Ss 
S 
a 
-S 


U.S. Bilateral Aid 
Economic 205 


n.a. 
Military O.,.2 


nea. 


Principal U.S. exports (1986) insecticides, tobacco working machines medical 
supplies, computers 


Principal U.S. imports (1986): tobacco leaf, cigarettes, tea, and nuts 


Sources: Reserve Bank of Malawi, National Statistical Office, International 
Monetary Fund, and World Bank. 


* Preliminary Estimates 
x** Projections 
x*x*kRecruited for work in South Africa 
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SUMMARY 


Malawi is predominantly an agricultural economy, operating under a 
relatively free enterprise environment. In 1985, agricultural 
production represented 38 percent of GDP and more than 90 percent 
of the value of its exports. Smallholder farmers produce a 
variety of crops, including maize, beans, rice, cassava, tobacco, 
and groundnuts. The main cash crops, grown mostly on estates, are 
tobacco, tea, and sugar. 


In the 1980s the Malawian economy has been severely affected by 
the slump in commodity prices and significant added transport 
costs leading to balance-of-payments problems. Real GDP growth 
declined sharply from 4.5 percent in 1984 to minus 1.1 percent in 
1987. To restore growth, major structural weaknesses -- including 
(1) heavy dependency on exports of agricultural products, (2) low 
producer prices, (3) deteriorating financial situation of 
parastatal bodies, (4) increasing budget deficits, and (5) 
weaknesses in public administration and management -- must be 
corrected. 


Since 1982, the government of Malawi has been implementing a 
strict program of structural reform with assistance from the 
International Monetary Fund, the World Bank, and the US Agency for 
International Development. During this time, Malawi has achieved 
modest rates of economic growth and self-sufficiency in its staple 


food crops. As a result of the progress in economic reform, 
Malawi has gained broad support and respect among the 
international donor community. 


As a landlocked country, Malawi depends on foreign ports for its 
imports and exports. Thus, Malawi is particularly vulnerable to 
political and economic events within the southern Africa region. 
Due to civil war in Mozambique, Malawi has lost direct rail access 
to the ports of Beira and Nacala. Since 1985, Malawi has been 
forced to route the vast majority of its exports and imports 
through the distant port of Durban, South Africa. This has 
resulted in substantial increases in transportation costs and 
-undermined the competitiveness of Malawian exports. 


The possibility of economic sanctions by the front line states 
against South Africa and of countersanctions by South Africa 
threatens Malawi's access to South African ports. Alternative 
ports are closer but less reliable. Access to Beira and Dar Es 
Salaam is limited by the demands of its neighbors on the same 
routes, inadequate road and port facilities, shortages of rolling 
stock, and poor management. Improved relations between Malawi and 
Mozambique has led to an agreement reopening the rail line to 
Nacala, the closest Mozambique port. 
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PART A - CURRENT ECONOMIC SITUATION AND TRENDS 


Malawi's economic situation deteriorated sharply in 1986. Gross 
domestic product (GDP) increase was reduced by more than half to 
1.8 percent as compared to a growth rate of 4.4 percent in 1985. 
Balance-of-payments constraint was the most depressing factor. 
During the past 2 years, Malawi's ability to increase the output 
of goods for export was limited by a sharp deterioration in 
external terms of trade. At the same time, the rate of inflation 
accelerated as a result of sharp increases in transportation costs. 


Further economic uncertainty has been created by changes in the 
citizenship law and several instances of imposition of the 
forfeiture law. These circumstances have caused a number of 
people, particularly Asians, to leave the country with more likely 
to leave over the next 2 to 4 years. This could lead to the 
closure of many small and medium-sized businesses owned by Asians 
and a decline in commercial activities. The new citizenship law 
revised the status of British passport holders and placed in doubt 
how long these people could remain in Malawi. Those most affected 
were of Asian descent who, in many cases, had been in Malawi for 
decades. Under the forfeiture law, the government can seize a 
person's assets for "economic subversion" without affording any 
right of appeal or due process. 


BALANCE OF PAYMENTS: The current account balance improved 
marginally from 1985 to 1986. The poor performance of the 
country's balance of payments has been due to a decline in the 
country's terms of trade, lower capital inflows, and a sharp rise 


in external debt service payments following expiration of 2 years 
of debt relief. 


The Government of Malawi has pursued a flexible exchange rate 
policy over the last 5 years. On February 7, 1987, Malawi 
implemented a 20 percent devaluation of the kwacha against the 
basket of currencies to which it is pegged. This is the fifth and 
largest devaluation of the kwacha since April 1982. This action 
was taken to improve the competitiveness of Malawi's exports. The 
poor performance of the external account in 1985 and early 1986 
led the government to impose restrictions on imports, particularly 
consumer goods including luxuries. Strict import and foreign 
exchange controls will continue in 1988. 


EXPORTS: From i985 to 1986, exports in terms of Zambian currency 
(Kwatcha) rose by 6 percent but declined in U.S. dollar terms by 
2.1 percent from $276.3 million to $270 million, respectively. 
This decline is attributed to the deterioration in Malawi's terms 
of trade and disruptions in regional transportation networks. In 
1986, tobacco accounted for $131.3 million; tea, $36.8 million; 
sugar, $21.5 million; and other goods, $18 million. In 1986, 
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higher tobacco and coffee prices offset lower tea and sugar 
prices. Incentives to promote agricultural diversification and 
the devaluation of the Kwacha are directed at fostering the growth 
of nontraditional exports. 


IMPORTS: Imports (c.i.f.) rose less than 1 percent from 1986 to 
1987 from $300.7 million to $302.3 million, respectively. The 
stagnation in imports was due to the decline in foreign exchange 
allocations imposed in early 1986. 


DEBT: At the end of 1986, Malawi's external debt, including 
private debt, was $872.3 million SDRs (Special Drawing Rights). 
In 1986, total external debt increased by as much as 40 million 
SDRs. External debt is estimated to have amounted to 78 percent 
of GDP in 1986. Because of debt rescheduling agreements, Malawi 
obtained debt relief in 1983 and 1984. However, Malawi decided 
not to seek further rescheduling in 1985. Consequently, the debt 
service ratio rose from 34 percent of exports and nonfactor 
services in 1984 to 41 percent in 1985. Malawi has met on time 
all external dept payments. 


RESERVES: Total reserves declined from almost 12 weeks of imports 
at the end of 1984 to less than 6 weeks of imports at the end of 
1986. In 1986, foreign exchange reserves declined as a result of 
repatriation of export proceeds, prompt servicing of external 
debt, and a decline in exports. In April 1986, the Government of 


Malawi imposed strict licensing requirements on all imports to 
contain the decline in reserves. 


FISCAL ISSUES: Efforts to reduce the government deficit have been 
defeated by the demands of some of the parastatal bodies 
particularly the Agricultural Development and Marketing 
Corporation (ADMARC). Although nominal GDP increased by about 13 
percent, the overall deficit as a percentage of GDP increased from 
7.6 percent in 1985/86 to 13.3 percent in 1986/87. This marked 
increase was due primarily to the extra budgetary payments made by 
the government to ADMARC for the purchase of silos, strategic 
grain reserves, and the 1986/87 smallholder crop. 


The overall deficit for the fiscal year 1987/88 budget is 
projected at $103 million, representing a 23 percent improvement 
over fiscal year 1986/87 and 8.65 percent of forecast GDP of 
$1277.7 million. The new budget calls for continued and even 
greater restraint in expenditures by the government. 


MONEY SUPPLY: In 1986, net domestic bank credit increased sharply 
due to the credit demands of the central government and the 
private sector. The sharp increase in net bank credit to the 
central government during the year was due primarily to budgetary 
pressures which emerged during the year. Money balances, Ml and 
M2, rose sharply in 1986 as a result of excess liquidity generated 
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by domestic financing of the budget deficit. The excessive growth 
in both money balances and net domestic credit contributed to the 
sharp deterioration in the country's balance of payments and an 
acceleration in the rate of inflation. 


INFLATION: The rate of inflation increased again in 1987 to an 
annual rate of 20 percent. The higher inflation was due to a 
sharp increase in freight charges arising from the use of 
long-haul road routes, the effect of price 
decontrol/liberalization and the impact on domestic prices of the 
depreciation of the kwacha. 


EMPLOYMENT AND WAGES: Paid employment declined by 2 percent to 
380,853 in 1984, the latest year for which comprehensive data are 
available. This fall was largely accounted for by a 10 percent 
drop in agricultural wage employment. Malawi has a substantial 
surplus of unskilled labor, but suffers from an acute shortage of 
trained technicians and certain professionals. To ease this 
Situation, 565 expatriate staff were employed by the civil service 


in 1984. Funding for these expatriates comes almost exclusively 
from foreign donors. 


PRODUCTIVE SECTORS 


AGRICULTURE: Under the Government of Malawi's current development 
plan, the agricultural sector has the highest priority. Estate 
agriculture ranges from integrated sugar production processing 


operations to small tobacco estates of less than 3 acres. Estate 
agriculture provides employment to 60 percent of the country's 
renumerated labor force for both production and processing of 
agricultural commodities, primarily tea, tobacco, and sugar, and 
in recent years a revitalization of the coffee industry. 


TOBACCO: Tobacco production has declined in the past 2 years in 
response to the government's efforts to emphasize quality as 
opposed to quantity in production. In 1986, total auction sales 
were 63,580 metic tons, down 2 percent from the preceding years 
figure of 64,852 metric tons. Notwithstanding the decline in the 
volume of tobacco sold at the auction floors, the value of tobacco 
sales in 1986 rose by 41 percent. This outcome was the result of 
higher average auction floor prices for all varieties of tobacco. 


TEA: In 1986, Malawi ranked as Africa's second largest tea 
producer, growing 38,547 metric tons. 


SUGAR: The sugar industry has continued to be adversely affected 
by transport problems, reduction of the U.S. import quota, and low 
world market prices. Production of sugar rose by 14 percent in 
1986 to 163,795 metric tons. The recovery in production in 1986 
partly reflected a marginal improvement in world prices. 
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MAIZE: Maize is the primary subsistence crop and staple food for 
Malawi. It is grown by 90 percent of the country's smallholder 
farmers. In 1985 maize production of 1,355,202 metric tons was 3 
percent below the 1984 record crop of 1,397,948 metric tons. 
Total maize production in 1986 showed a further 3 percent decline 
to 1,307,950 metric tons. Malawi's smallholder farmers sold 
271,567 metric tons of maize to ADMARC in 1985. As of December 
31, 1986, the ADMARC buying price for maize remained at 122.2 


kwacha per metric ton, where it has been for the past 3 marketing 
years. 


TRANSPORTATION: Malawi is a landlocked country and difficulties 
with the external land transportation network is one of the most 
serious contraints to Malawi's economic development. Before 1981, 
more than 90 percent of Malawi's imports and exports moved by 
direct rail links through the Mozambique ports of Beira and 
Nacala.Traffic via these routes has been virtually halted since 
April 1984, as a result of insurgent activities against rail lines 
to both ports coupled with the consequent physical deterioration 
of the lines and rolling stock. Even if the problem of insurgency 
ended in Mozambique, it would take some time and substantial 


financial resources to restore the level of operation once enjoyed 
by both lines. 


The virtual closure of these routes through Mozambique has 
precipitated dramatic changes in Malawi's pattern of trade and 
traffic. The large majority of Malawi's overseas trade has been 
diverted to the South African port of Durban which can only be 
reached through Zambia or Mozambique and Zimbabwe or Botswana. 
This has added between $60 and $180 per ton to the land transport 
costs of goods shipped. Consequently, the estimated total cost to 
the economy in 1984 was approximately $50 million, equivalent to 
20 percent of the country's exports, and $100 million in 1985. 
The adverse impact of this diversion on import prices, export 
profits, and the balance of payments has been substantial. 
Another consequence has been the dramatic financial decline of 
Malawi Railways, which has lost at least half of the normal 
traffic that used to travel through Mozambique. 


While insurgent activities in Mozambique will continue, the 
improvement of the "Beira Corridor", a rail, pipeline and road 
link from Harare to Beira, should provide some relief. Assuming 
adequate security, the $200 million project will allow Zambia, 


Malawi and Botswana to reduce their dependence on South African 
trade and transport. 


As an alternative to the Mozambican ports and the costly Durban 
outlet, the Malawi Government has also turned to the Tanzanian 
port of Dar es Salaam. Since the distances involved are 
significantly longer than the Mozambique routes, Malawi will not 
see a return to more reasonable traffic levels and costs until the 
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routes through Mozambique are reopened. The primary advantage of 
this "Northern Corridor" will come from the added security offered 
by having an alternative transportation route in a time of 
uncertainty within the region. The Northern Transport Corridor 
Project now being implemented will upgrade and expand the road and 
railway capacity for Blantyre to Dar es Salaam and port facilities 
at three Lake Malawi sites as well as Dar es Salaam. The $100. 
million, multi-donor project ($10.5 million from USAID) will not 
be completed, however, until late 1988 at the earliest. 


In December 1986, Malawi and Mozambique agreed to reopen the 
Nacala line which has been out of service since 1984. Under the 
agreement, Malawi will provide a military contingent to protect 
trains against insurgents inside Mozambique. Some portions of the 
line are in very poor condition due to sabotage and years of 
neglect. Malawian and Mozambican crews are working on the 


rehabilitation of the line. Operations are scheduled to resume in 
late 1989. 


MANUFACTURING: In 1986, the manufacturing sector was adversely 
affected by the low level of agricultural output and shortages of 
foreign exchange. The output of the agro-based processing 
industry such as tea, sugar, and tobacco declined sharply due to 
the manufacturing sector experiencing a severe shortage of 
imported raw materials and industrial spare parts as a result of 
the shortage of foreign exchange. 


MINING AND ENERGY: In September 1985, the Malawi Development 
Corporation (MDC) began coal production from a mine located at 
Livingstonia in the Northern District of Rumphi. Initial 
geological results indicate potential reserves at 800 million 
metric tons of coal in the country. Two other sites, including 
one in the south, are being explored to determine their commercial 
potential. If the new deposits are found commercially viable, 
Malawi could became self-sufficient in coal. 


DONOR ASSISTANCE: Malawi is very dependent on Western donors to 
implement its national economic development programs. 
Concessional assistance levels (excluding the IMF) have averaged 
more than $200 million annually during the past several years. 
These levels are expected to be maintained due to Malawi's 


economic needs and the government's image as a prudent manager of 
external and domestic resources. 


The principal donors to Malawi are the World Bank, EEC, United 
States, West Germany, Great Britain, Japan, the African 
Development Bank/Fund and the United Nations Development Program. 
The principal areas of assistance are economic and fiscal reform, 
transport systems, private sector expansion, agriculture and rural 
development, and health and population. 
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Part B - IMPLICATIONS FOR THE UNITED STATES 


The most promising area for U.S. firms wishing to export to Malawi 
is the supply of materials and equipment required for bilateral 
and multilateral development projects. Bids of U.S. origin are 
specially encouraged for projects funded by the USAID, the World 
Bank, and the African Development Bank/Fund. Sales opportunities 
also exist in supplying equipment and materials to the tobacco, 
tea, and sugar estates, as well as basic implements used for 
small-scale agriculture. Limited potential also exists for the 
sale of equipment and materials used in the country's small 
agro-industrial sector, the best prospects being coffee, 
groundnut, and tree nut processing and canning, and cigarette 
manufacturing. Additional opportunities include supplying farming 
inputs such as pesticides, heavy transport equipment, chemicals, 
and electronic goods including computers and word processing 
equipment. 


INVESTMENT CLIMATE AND OPPORTUNITIES: Investment opportunities 
are emerging within the parastatal sector as government owned 
corporations seek to rationalize their operations and attract 
capital and management expertise required to enable them to 
exploit fully their economic potential. The objective of the 
Malawi government is to promote the eventual sale of these 
government owned corporations to the private sector. 


The policy of the Malawi Government is to encourage private 
enterprise and support market-oriented capitalism. At the same 
time, opportunities exist for cooperation between the public and 
private sectors. Joint ventures between the parastatal companies 
and private entities are common, but not required per se. 
Establishment of new firms is controlled by licensing requirements 
specified by the Industrial Development Act. License applications 
are expedited for agro-industrial investors. 


Malawi seeks foreign investment and, to that end, maintains a 
liberal investment system. Royalties, dividends, profits, loan 
capital, and a proportion of personal earnings may be repatriated 
without restriction, although clearance through the exchange 
control authority is required. Equity capital repatriation is 
also subject to exchange control authority review. There are no 
laws or regulations mandating reinvestment of any portion of 
profits in Malawi. 


Investment incentives are offered through tax concessions: 10 
percent initial allowance, 10 percent allowance on capital in the 
expenditures incurred during the 18 months prior to commencement 
of operations), depreciation allowance, import duty exemption on 
plant and equipment, and deduction for land improvement and 
conservation in agricultural investments. The net result of the 
incentive system is that a new investor generally pays little or 
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no local taxes for the first few years of operation. In 
exceptional cases, investors may be granted exclusive production 
rights and tariff protection. The United States has an OPIC 
(Overseas Private Investment Corporation) agreement in place with 
Malawi and several U.S. companies enjoy OPIC coverage. 


Several industrial projects are under consideration, including a 
fertilizer plant, a plant for production of edible oils, anda 
tannery. The expanding tourist industry offers potential for 
investment in new hotels and recreational areas. The 
privatization of certain companies owned by ADMARC could be of 
interest to potential U.S. investors. 


Personal contact is essential when competing in the Malawi 

market. A visit to Malawi as part of a southern Africa regional 
trip would, therefore, be useful. Commercial visitors are invited 
to visit the Embassy while in Malawi. The Embassy staff will make 
every effort to facilitate appropriate local contacts and provide 
current economic and commercial information. 














